INTRODUCTION
Productivity is a key factor driving long term economic growth and increases in living standards. Productivity also affects business cycle developments, inflation, exchange rates and other key macroeconomic variables, such as consumption, investment and employment [Salvador, et al. (2006) ]. In terms of labour market, productivity growth is essential for creating quality jobs, since increased labour productivity can lead to higher wages, better working conditions, and more investment in human resources. It therefore provides a sustainable route out of poverty.
Education and skills development are crucial to improve and sustain productivity and income-earning opportunities at work. Without a workforce that is continuously acquiring new and improved skills, it will be difficult for a country to be competitive in the globalising world. There is now increasing evidence to show that the education and skills of the workforce are significant determinants to economic growth and raising productivity. Since mid-1980s a wave of "new" growth theories focus on increasing returns not only in physical but also in human capital and claim that the main engine of economic growth is the accumulation of human capital and the main source of differences in living standards among nations is differences in education and level of skills [Amjad (2005) ]. The ILO (2001) global report on information technology points out that the full benefits of the new wave of technological change cannot be reaped without an impressive complement of skills.
1 Therefore, a prerequisite for sustained economic growth and development is sufficient investment in education and training.
It is also recognised that education, training and lifelong learning contribute significantly to promoting the interests of individuals and organisations. Education and training serve to enhance the mobility of workers in the labour market and offers the potential for increased career choices. Education and training also serve to improve the 1 A skill is the learned capacity to carry out pre-determined results often with the minimum outlay of time, energy, or both or a proficiency at performing specific tasks acquired through training or experience. Skills are transferable from job to job and can be improved through training and education. (www.businessdictionary.com/definition/skill.html).
capacity of people to attain decent work.
2 The ILO Resolution concerning human resources training and development 2000 acknowledged that "Education and training are a means to empower people, improve the quality and organisation of work, enhance citizens' productivity, raise workers' income and promote job security and social equity and inclusion" [ILO (2008) ]. By investing in human through skills development and training, enterprises benefit from increased productivity, which ultimately serve to make the country more competitive in an increasingly integrated world.
This paper using a set of key indicators of labour market attempts to analyse the main issues related to skills and productivity performance in Pakistan. We focus on describing and explaining developments in skills, productivity and labour market. We include in our sample more recent data (covering the period 2000 up to 2008) for both the total economy analysis and the sectoral analysis. We mainly use data from the Labour Force Survey of Pakistan.
The rest of the paper is organised as follows. In Section 2 we provide an overview of the government policies concerning skills development and competitiveness of labour force. In Section 3 skills and competitiveness is discussed briefly. Section 4 is devoted to analyse skills and productivity developments in Pakistan. Conclusion and policy implications are presented in Section 5.
TOWARDS DEVELOPING A GLOBALLY COMPETITIVE WORK FORCE
The Medium Term Development framework (MTDF 2005-10) sets out the strategic vision to develop a knowledge economy by committing increased resource allocations for: (i) higher education, (ii) science and technology and research and development; and (iii) Improvements in Information and Communication Technology (ICT) infrastructure.
The MTDF 2005-10 also places considerable emphasis on investing in skills development to make Pakistan's labour force globally competitive. The MTDF envisages a major increase in the number of institutions (Polytechnics, Technical and Vocational Institutes) with the ultimate target of at least two in each district (of which one will be for women). It also plans for a major increase in the annual intake for skills and technical education to 400,000 by 2010 as compared to 105,000 in 2004 105,000 in -05 [Amjad (2005 ].
In addition, National Vocational and Technical Education Commission (NAVTEC) has recently released a draft vision on skills called: Skilling Pakistan: A vision for the National Skills Strategy, 2008 Strategy, -2012 . This consultation document highlights approaches to address the skills shortages in Pakistan and also points out the need for research. NAVTEC acknowledges that there is little systematic research conducted on skills development [Pakistan Employment Trends, Skills (2007) ]. The vision calls for the production of more in-depth, systematic, multi-dimensional research.
In August 2007, "the Government released Vision 2030, a comprehensive strategy designed to create: A developed, industrialised, just and prosperous Pakistan through rapid and sustainable development in a resource constrained economy by developing knowledge inputs". Amongst other salient points, major challenges identified are to improve the quality and expand the delivery of education, and to place employment and employability at the centre of economic and social policies. It recognises the need to invest in education and training as these are the foundations for a skilled and productive labour force. Furthermore, the Vision points out that labour reform policies should address productivity and industrial relations issues [Pakistan Employment Trends, Skills (2007) ].
SKILLS AND COMPETITIVENESS
Global Competitive Index (GCI) published annually by World Economic Forum, looks at a range of factors contributing to productivity and competitiveness. Overall, there are twelve pillars which define competitiveness "as a set of institutions, policies, and factors that determine the level of productivity of a country." Four out of twelve pillars 3 are directly linked to skills. These are health and primary education, higher education and training, business sophistication and innovation. Indirect pillars are technological readiness, as this measures how a country implements existing technologies to improve productivity, and labour market efficiency.
Pakistan is a weak performer in the competitive stakes. The policy-makers must turn their attention to increase skills and efficiency of Pakistani labour force which ultimately leads to improve competitiveness. Therefore, an effective workforce training system should be developed to enhance the labour productivity and competitiveness. Skills partnership between industry, education centres and governments should be build up not only to enhance the productivity of existing labour force but also to new entrants to labour market, so that more efficient and skilled labour can be provided to industries. 
ANALYSIS OF SKILLS AND PRODUCTIVITY

Analysis of Skills
The process of globalisation and openness is accompanied by interdependence and competition. As mentioned earlier, skills and education are established competitive weapons. A skilled and well developed human capital, capable of adapting innovations to handle new techniques of production is the main determinant of competitive edge in global economy. The educational system equipped to face the challenges is a prerequisite to increased productivity, improved social and economic indicators and good governance along with overall economic development. The developed countries provide the evidence in this regard where throughout the process of economic growth; the focus has been on enhancing employability and productivity through investment on education and skill development.
To date, statistics on educational attainment of the labour force are the only available indicators of skills. The higher the level of education a person has, the more likely he can further improve his employability by acquiring additional skills through training. Unfortunately the average educational attainment of the labour force in Pakistan is very low. In 2007-2008, only 55 percent people of working age were literate at national level.
There is also a huge gap between the educational attainment levels of men and women, as the illiteracy level is much higher for females, and proportions of several education levels in the male labour force are double the proportions in the female labour force. Female illiteracy rate of the population 15 years and above is at 74.9 percent, 37.9 percentage points higher than their male counterparts. This ranks Pakistan among the 14 nations where the female illiteracy rate is more than 20 percentage points higher than that of males. The others include nine African countries, Afghanistan, India, Nepal and Yemen [ ILO (2007) ].
Low literacy rates have led to skills gaps and will continue doing so. Low educational attainment is also associated with low productivity and income levels. Furthermore, illiteracy impedes the trainability of the labour force, and therefore hinders the capacity of the labour market to adapt to change in the short term. 
Occupations, Wages and Skills
By assessing the occupational/wage distribution of those employed, the role of education and training can help determine labour market vulnerability. Pakistan's economic performance in the recent years and renewed policy framework does not provide any evidence that the structural change in the economy is accompanied by a major shift in occupations toward highly skilled occupational groups. By dividing major groups into three aggregates, 'highly skilled' (major groups 1-3), 'skilled' (major groups 4-8) and 'unskilled' (major group 9), 4 it can be seen that high skilled occupations accounted for 20.6 percent of the employed in 2008 slightly above 1999-2000. Table 4 demonstrates that highly skilled occupations although on a slow rate are on the rise and this is in line with the un-skilled occupations in the total share of employment. When looking at skilled category, there is hardly any improvement in 2008 compared to 1999-2000. Nominal and real wages were also analysed to compare trends across major groups of occupations, since a diverging trend of particular major groups may well signal skill shortages. Figure shows that highly skilled occupations increasingly demand a premium in the labour market. Wage rates of skilled and unskilled occupations do not keep up with the increases for highly skilled occupations.
Further, the review of wage data shows enormous wage discrepancies for male and female employees in average wages. In 2008, irrespective of geographical area women generally earned almost thirty to forty percent less than their male counterparts for the same jobs. Factors affecting the gender wage gap include factors related to human capital and productivity, work experience, health and location of enterprise as well as differences in wage payment systems. 
Analysis of Labour Productivity
Economic growth in a country or sector can be ascribed either to increased employment or to more effective work by those who have to. The latter effect can be expressed through statistics on labour productivity. Conceptually, there are a number of ways of measuring labour productivity. The most common is to measure the output per worker in a country or economic sector, either as gross value added "per person employed" or gross value added "per hour worked". Both methods provide an indication of productivity growth, but the "per hour" measure does have advantages especially in a country like Pakistan, with 37.5 percent of the employed working excessive hours (more than 49 hours) 5 [Pakistan Employment Trends, MDGs (2007) ]. The "per worker" measure has the disadvantage, that it can be easily affected by changes in the employment composition. For example, if there is a move to increased working time in a certain sector, through a mismatch of skill supply and demand, one could have a scenario whereby employment increased moderately in line with the move away from employment in agriculture into industry and service sectors, but total hours worked in the sectors grew at a much faster pace. A "per worker" measure of productivity would suggest that output per worker increased; by comparison, the "per hour" measure would accurately say that labour productivity decreased [Pakistan Employment Trends, MDGs (2007) ].
Labour productivity in this paper corresponds to the gross value added "per hour worked "and is presented in the national currency (Pakistani Rupee) at constant factor cost, which is the total production value minus the value of intermediate inputs. Value added, called "gross domestic product" (GDP) in the national accounts represents the compensation for input of services from capital (including depreciation)and labour directly engaged in production [ ILO (2007) ].
Over the last decade Pakistan experienced very low productivity growth, irrespective of whether it is measured as output "per hour worked" (1.8 percent per year on average) or output "per worker" (1.7 percent per year on average). In addition, this growth has not gone hand in hand with employment growth (4.3 percent per year on average) between 1999-2000 and2007-2008 . This development is somehow worrying, as it suggests that many new labour market entrants are taking on low-productive work, which is very often not decent as well. Since productivity growth is a key ingredient for sustainable poverty reduction, it raises concerns that the number of poor and working poor in the country might increase. Striking differences emerge when looking at the recent labour market performance, in terms of both, employment growth and labour productivity improvements, by economic sector. For example, labour productivity decreased by 9.8 percent in the electricity, gas and water sector, whereby employment in this sector grew by 3.7 percent over the same years. The same contrary movements in employment and labour productivity can be found in mining, transport, wholesale and retail, finance, as well as in construction where labour productivity declined while employment grew at the same time. These trends highlight quite well the rise of low productive employment in the country and point at widespread low quality jobs created in a number of non-agricultural sectors. The movement of workers from low productivity employment to industry and services is not an automatic development process. Its speed and extent reflects both the incentive and the ability of workers to move toward higher productivity sectors, which are most often also the once with the modern state of the art production processes. Pakistan's high demand for skilled labour, especially in high technology sectors with significant economic growth but limited supply of qualified workers is reflected in long working hours for the ones who are employed and skilled enough to work in these sectors, in order to fully utilise the capacities of modern technology. Figure 1 , demonstrates that in sectors with high proportions of workers with more than matric education, labour productivity is due to excessive working hours of the employed still very low. For example, this is the case in finance as well as in wholesale and retail trade and service sectors. Encouraging are the improvements in labour productivity in manufacturing (3.0 percent per year on average) and services (2.3 percent per year on average). Like mentioned before, Pakistan is facing changes in the structure of employment, which are going hand in hand with shifting away from relatively low-productivity agricultural jobs towards higher value added industrial or service sector jobs.
CONCLUSION AND RECOMMENDATIONS
Competitiveness is crucial for growth and development, especially in a globalising world, productivity improvements cannot be pursued through low skilled labour. Without adequate education and skills of the labour force, Pakistan will keep trapped in a vicious circle of low education, low productivity and low incomes, which makes it hard for the people to escape poverty.
To improve the capacity of people to attain decent work, the development of skills through appropriate education and training is a fundamental requirement. There is a grave need to develop a long-term strategy which emphasises on human capital accumulation of the kind needed to develop key skills in the labour market, the skills that help it absorb and enhance new technologies at the workplace. For example it is well known fact that private and social returns to primary and secondary education far greater than higher education, this is where difference can be made in terms of investment and the quality of delivery [Ahmad and Khan (2008) ].
The labour market situation in Pakistan give rise to serious concern regarding skills development which needs to be given the highest attention in economic and social policy making.
(1) There is a strong need to increase education and training in Pakistan both for new entrants to the labour market and the current labour force. The high rates of open unemployment are only partly reflective of the weak demand for labour in relation to its supply. High graduate unemployment rate particularly for women indicates that formal education may be a poor substitute for the skills and technical education demanded by the market. Consequently the high unemployment rates reflect a mismatch between the relatively more educated labour force particularly female (in the formal sense) and the demand for trained males and females in vocational and technical education. To overcome the underutilisation of the labour force more men and women need to be educated and trained in the skill mix required by the industrial and services sector. Reforms are necessary to improve literacy and basic education. Education and training investments should be closely linked to economic and employment growth strategies and programmes. Responsibility for improving the state of skills should be shared between the governments, the private sector, workers and parents. One of the most important conclusions drawn from the ILO's study of training systems worldwide for the ILO's World Employment Report 1998 -99 [ILO (1998 ] was that training systems are a product of the labour market institutions and incentive structures in which they operate and of the support they receive from employers, workers and governments. Yet most skills developed over a life time are acquired on the job, mostly in enterprises in which people work in both the formal and the informal economy. The incentives for enterprise-level training and the means of overcoming disincentives to spending on training need to be carefully analysed so as to move closer to optimal levels and to efficient delivery of training. Employers' and workers' organisations play a key role in this process [Amjad (2005) ]. (2) Also there is a need to increase overall quality and relevance of TVET in
Pakistan. This would result in greater confidence in the TVET system and greater perceived value of a TVET qualification, leading to more people wanting to undertake TVET courses. Further, Public's knowledge of TVET options and knowledge of the value of a TVET qualification as a channel for acquiring employable skills and the means of a decent living should be increased. (3) A review of TVET programme pre-requisites to ensure that unrealistic prerequisites do not act as a barrier to people who could otherwise and complete a TVET qualification. Consideration should be given to allowing entrance to some without formal pre-requisites and to offer numeracy and literacy as part of the TVET programme. This would result in an increase in the potential number of TVET students. (4) One issue resonating in Pakistan is the lack of understanding of skills needs.
In addition to labour force surveys, better data collection mechanisms to specifically inform skills policies and TVET reforms need to be developed. [Pakistan Employment Trends-Skills (2007) ]. 
Appendices
